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profit-sharing plans), cost of living in-
dices, or similar fluctuating criteria, 
or 

(b) For specified payments the value 
of which may vary for income tax pur-
poses, such as in the case of any annu-
ity payable in foreign currency, 

each such payment received shall be 
considered as an amount received as an 
annuity only to the extent that it does 
not exceed the amount computed by di-
viding the investment in the contract, 
as adjusted for any refund feature, by 
the number of periodic payments an-
ticipated during the time that the peri-
odic payments are to be made. If pay-
ments are to be made more frequently 
than annually, the amount so com-
puted shall be multiplied by the num-
ber of periodic payments to be made 
during the taxable year for the purpose 
of determining the total amount which 
may be considered received as an annu-
ity during such year. To this extent, 
the payments received shall be consid-
ered to represent a return of premium 
or other consideration paid and shall 
be excludable from gross income in the 
taxable year in which received. See 
paragraph (d) (2) and (3) of § 1.72–4. To 
the extent that the payments received 
under the contract during the taxable 
year exceed the total amount thus con-
sidered to be received as an annuity 
during such year, they shall be consid-
ered to be amounts not received as an 
annuity and shall be included in the 
gross income of the recipient. See sec-
tion 72(e) and paragraph (b)(2) of § 1.72– 
11. 

(ii) For purposes of subdivision (i) of 
this subparagraph, the number of peri-
odic payments anticipated during the 
time payments are to be made shall be 
determined by multiplying the number 
of payments to be made each year (a) 
by the number of years payments are 
to be made, or (b) if payments are to be 
made for a life or lives, by the multiple 
found by the use of the appropriate ta-
bles contained in § 1.72–9, as adjusted in 
accordance with the table in paragraph 
(a)(2) of § 1.72–5. 

(iii) For an example of the computa-
tion to be made in accordance with this 
subparagraph and a special election 
which may be made in a taxable year 
subsequent to a taxable year in which 
the total payments received under a 

contract described in this subpara-
graph are less than the total of the 
amounts excludable from gross income 
in such year under subdivision (i) of 
this subparagraph, see paragraph (d)(3) 
of § 1.72–4. 

[T.D. 6500, 25 FR 11402, Nov. 26, 1960, as 
amended by T.D. 6497, 25 FR 10019, Oct. 20, 
1960; T.D. 6885, 31 FR 7798, June 2, 1966] 

§ 1.72–3 Excludable amounts not in-
come. 

In general, amounts received under 
contracts described in paragraph (a)(1) 
of § 1.72–2 are not to be included in the 
income of the recipient to the extent 
that such amounts are excludable from 
gross income as the result of the appli-
cation of section 72 and the regulations 
thereunder. 

§ 1.72–4 Exclusion ratio. 

(a) General rule. (1)(i) To determine 
the proportionate part of the total 
amount received each year as an annu-
ity which is excludable from the gross 
income of a recipient in the taxable 
year of receipt (other than amounts re-
ceived under (a) certain employee an-
nuities described in section 72(d) and 
§ 1.72–13, or (b) certain annuities de-
scribed in section 72(o) and § 1.122–1), an 
exclusion ratio is to be determined for 
each contract. In general, this ratio is 
determined by dividing the investment 
in the contract as found under § 1.72–6 
by the expected return under such con-
tract as found under § 1.72–5. Where a 
single consideration is given for a par-
ticular contract which provides for two 
or more annuity elements, an exclusion 
ratio shall be determined for the con-
tract as a whole by dividing the invest-
ment in such contract by the aggregate 
of the expected returns under all the 
annuity elements provided thereunder. 
However, where the provisions of para-
graph (b)(3) of § 1.72–2 apply to pay-
ments received under such a contract, 
see paragraph (b)(3) of § 1.72–6. In the 
case of a contract to which § 1.72–6(d) 
(relating to contracts in which 
amounts were invested both before 
July 1, 1986, and after June 30, 1986) ap-
plies, the exclusion ratio for purposes 
of this paragraph (a) is determined in 
accordance with § 1.72–6(d) and, in par-
ticular, § 1.72–6(d)(5)(i). 
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